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WHAT You NEED To KNOW
ABouT BUSINESS VALUATION

By Mark McNally, CPA, CVA

01, JUST HOW MUCH [5 YOUR BESTAURANT WORTH!

As i restaurant owner, you may need go ko at some point the value of your
businiess, whether weevalisire goals, sec compensagion levels, develop s succession
plan ar sell i wosomerme cusiche the Banily,

Whatever the rewson, one thing s tor cermain. The sock price of sour privately held

conpany is not readily determinabde. The valustion proces begins by idenrifying dhe
ot fur which b valuation is bewng pedormed and then engaging an experisnce

vilparion comaliant who undestands dhar purpose
Moer businesses are sold om their ahility ro senerte
cash o S0 b {8 (1R EL sk W eirsell, what CRPeIRes do
wie Irave that are not uffecring cash floa, for examiple,
deprecintaon? A compuny than bas apparently good carn-
i miay hanve showine as prodit whae it shoukd have been
invesHng i s nrenance, nejos repaics of uperading of
wqusipent, thercfore making it look beter on paper.
Peasiad oo the comsastent appdication of sound method-
ooy thieory, o valuarion Feporr should sustain scnit-

':'-=- iy by petential buyer e owell s otheer thied partics,

& " o
s 1 busd 02 Fimoncial instinaions,

Appraisers address a
number of factors,
including the book value of
the stock and company’s
financial condrtion.

Torwanlue a closely held Busss, the AP PrifscT w ill
assess the financinl, eperationil amd ecomnmie attrib-
ubes of thit bisines, Tl CEPLOCRCe aid _|l.|.f|g|'|h.'|'|§

iy, whsich beirs carectly on the cormpany™s valie,
Appraisers address o momber of fsctors when deter

s miming thee value of 2 busaniss, They e lude:

® b matuee of the bosiness and s history;

# the economis cutlook;

® thie bk vislue of the stock and company's financial condicion:

* Jividend-paying capacity:

o e o ehie stk and stze of the block of srock o be vabieed;

® rarker price analvsis of stock in smibar lines of busisess; oo

= whether the enterprise has goodwill or other intangible value.

The I‘:-_",' is to adentity drivems that crente or Gernct troim thee valee of ehear Baisivness,

Every indistey as ws own riles of thumb oo belp decermiine g sales price. Use this infos
marion a5 a realiny check when your appreiser st the price ol yours

Current Sales Prices

W Taae is yorar Bosiiess seorth! Hese ane some faces we've interpreted from oo daca

hase that reecks food imdustey sales.

& Bestaurants with cockeails sold for an average of 79 percent of the askimgg price; this

represents &5 percent of the gross annoad sales;

WisCoMEIHN h

help them evaluate the company’s true eaming capac-

|.E=TAUEHTEUE F MapsAerR 99

» Fairuly sestauranes sold for an aver-
gor of 13 percent of asking price, or 30
percent of gross anoual sales;

# [Lestanmmts: sercine breakbase and
Tunch, 71 percenr of ikl price, op 33
petcent of mross annua] sales;

® ol shops sold for an average of
85 percent of asking price, or 49 percent
oo grves ainial zales;

® Faer fonod eobeour restaurmis, 24
percent of asking prsce, or 37 percent of
arces anmual sales:

[t 1s icaportant to mote thar the prce
somenrie pays for a business may be snme-
g otbeer dhan e oecker value,
Cren, the price s buyer will pay fora pris
vately held company depersds on the sk
e will e raking ared his requined e of
redurn, WH

Marke F. Medoully, CPAL VA semes as
o el fo foorg! g Mesirumess: sired
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Lisck of plannmg can mean finan-
cial disasrer when it comies Hioe o
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Mark Mchaily: G4, CvA

The time to shape and perfact a succession plan and prepare
your successor is when things are going smoothiy,
nol during a crisis, and long befora the owner is ready to retire.

/ '; m'.

Taking stock for a

__,-'
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in having their enterprise prosper long afier
ir retirement or death, With an innate
desire to create something that lasts beyond their
lifetimi, sorme busines owners bope thedr children will
carey on the family tradition.

In reality, that may be quite a fear, especially in an
environment where 70 percent of all Sunily businesses
are either liguidated or sobd befare making it o the
second generation. A lack of planning can be even
more devastating o family businesses if the owner dies
urexpectedly or becomes disabled without a successon
plan in place.

By developing a well-thought our succession plan, vou
will ensure that your business will remain healthy when
you leave the business and your Bmily will avold the
conflicts associated with a lack of succession planning.
A soundly designed swecesion plan should also result in
a smooth transition and sllow the owner to masdmize
the business's value for greater income porential at
EranEition.

The rme 1o shape oo perfect a succession plan and
prepare your successor 1s when things are going
smoothly, not during a cndis, and long before the owner
is ready to retire.  Keep in mind that it often takes two

- By Mark MchNally, CPA, CVA
Williams Young, LLC

any family business founders dream of a legacy

-

smooth succegioﬁ
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or three years o develop a plan, resolve contingencies and
make 3 successhul fransition,

This arcicle will focus on the emotional and technical con-
siderations that should go into the seccession planning pro-
eSS,

Communication is key

Communication is critical in developing 2 succesion
plan. Discuss your wish to develop such & plan with
those closest to your business.  Let them know vour
desires for the future of your company. Keep in mind
however, that some advisors may want o mainn the
status quo. They may not provide the level of cetane
necded o move a succession plan forward. Whar you'll
need is a trained and experienced outside person to help
you develop the plan, someone wha is experienced in
dealing with farmily businesses and undersrands the
emotional landscape that goes along with the succession
planning process.

Whar we have seen repeatedly has allowed us to put
together a comprehensive program called "Companies &
the Crossroads.” One aspect of this program helps us
gulde family business owners during the development of
A succession plan,

First of all, pather information. The business owner
and spouse need to talk about the direcrion of the family
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